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State Plan under TitleXIX of the Social Security Act 
Massachusetts Medical Assistance Program 

Methods Used to Determine Ratesof payment 
for Non-State-Owned psychiatric hospital Services 

I. GeneralDescription of payment Methodolow 

The following sections describe the methods and standards utilized by the Division of 
Medical Assistance (“Division”) to establish ratesof payment by contract, to be effective 
October 1, 1998 (Rate Year(RY)1999),for services renderedbynon-State-owned 
Psychiatric Hospitals to patients entitled to medical assistance under M.G.L. c. 1118E,$1 
et seq. These rates of paymentdonotapply to Recipientswhoareenrolledinthe 
Division’s Mental Health/Substance Abuse Program. 

(1) The formercharge-basedmethod of reimbursinginpatient services on aper
service basis is no longer employed. The new method establishes a comprehensive 
InpatientPerDiemRatethatcoversbothroutineservicesand ancillary services 
provided to inpatients. The inpatient per diem rate was derived from two RY 1999 
rates: a statewide per diem rate anda hospital-specific per diem rate. 

(2) For those non-State-ownedPsychiatricHospitalswithout claims or withfewer 
than 30 claims paid through the Massachusetts Medicaid program during RY 1996
5/98, the statewide rate shall be immediately and fully applicable, beginning inRY 
1999. For those non-State-owned Psychiatric Hospitals with 30 or more claims paid 
through the Massachusetts Medicaid program during RY 1996-5/98, a50-50 blend of 
the hospital-specificrateandstatewideratewill be appliedinRY 1999. It is 
anticipated that beginning inRY 2000, all non-State-ownedPsychiatric Hospitals will 
be paid at the statewide per diem rate, as annually updated by the specified inflation 
factor. 

(3) An all-inclusiveAdministrative DayPerDiemRate(AD Rate) is established for 
each Administrative Day. The AD Rate is comprised of a base perdiem payment and 
ancillary add-on. The base per diem payment is the average Massachusetts Medicaid 
nursing home rate in State Fiscal Year 1995 for acuity categories H to L. This base 
rate is $75.83. The ancillary add-on ratio of 0.2969 was derived from acute hospital 
payment methods for RY 1997, which includepayments for psychiatric units in acute 
non-State-ownedPsychiatricHospitals.The resulting AD rate (base and ancillary) 
was then updated by an inflation adjustment toderive the AD rate for RY 1999. 
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II. Definitions 

AdministrativeDay (AD). A day of inpatienthospitalizationon which a Recipient's care 
needs can be met in a less-intensive setting than a Psychiatric Hospital, and on which the 
Recipient is clinically readyfordischarge,but an appropriate institutional or non
institutional setting is not readily available. 

Administrative DayPerDiemRate (AD Rate). An all-inclusive daily rate of payment 
paid to Non-State-owned Psychiatric Hospitals for Administrative Days. 

Charge. The amount thatis billed or chargedby a hospital for each specific servicewithina 
revenue center. 

Health CommonwealthDepartment of Mental (DMH). An agency of the of 
Massachusetts established under M.G.L.c. 19,s1 et seq. 

Department of Public Health (DPH). An agency of the Commonwealth of Massachusetts 
established under M.G.L. c. 17,9 1. 

Division of Health Care Finance and Policy (DHCFP).An agency of the Commonwealth 
of Massachusetts, Executive Office of Health and HumanServices established under 
M.G.L. c. 1118G. 

DivisionofMedicalAssistance (Division) AnagencyoftheCommonwealthof 
Massachusetts established under M.G.L. 1118E. 

HUM Manual.TheCommonwealthofMassachusettsHospitalUniformReporting 
Manual promulgatedby DHCFP under 114.1 CMR4.00. 

Inpatient Day. The standard unit of measure, according to the HUM Manual, to report 
care of patients admitted to a hospital including the day of admission, but not the day of 
discharge. If both occur on the same day, the day is considered a day of admission and 
counts as one inpatient day. 

Inpatient Per Diem Rate. An all-inclusive daily rate of payment for any and all Inpatient 
Services provided toa Recipient by a non-State-owned Psychiatric Hospital. 

InpatientService.Psychiatriccareandtreatment,providedunderthedirectionof a 
psychiatrist, which is provided to an individualadmitted as an inpatient to a Psychiatric 
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Hospital. 

medicaidprogram(medicaid) The medicalassistance benefit plans administered by the 

Division pursuant to M.G.L. c. 118E, $1et seq. and 42 U.S.C. $1396 et seq. (Medicaid). 


Mental Health/Substance Abuse Promam (MH/SA Program). A managed care program 

for the provision of mental health and substance abuse services to Recipients enrolled in 

the program. 


Non-acute Hospital. A hospital that is defined and licensed under M.G.L.111, s. 5 1, with 

less than a majority of medical surgical, pediatric, maternity and obstetric beds, or any 

psychiatric facility licensed under
M.G.L. c. 19,s. 29. 

psychiatric Hospital. Any psychiatric facility licensed under M.G.L. c. 19, s.29. 

RateYear RY).Theperiodbeginning October 1 and ending September 30. RY 1999 
will begin on October 1, 1998 and end on September30, 1999. 

recipient A persondetermined by theDivision to be eligible for medical assistance 
under the Medicaid Program. 

State-OwnedNon-AcuteHospital. A hospitalthatisoperated by theMassachusetts 
Department of Public Health @pH) with less thana majority of medical surgical, pediatric, 
maternityand obstetric beds,orany psychiatricfacility operated by theDepartmentof 
Mental Health. 

111. MedicaidReimbursement Methodolow for Non-State-ownedpsychiatric hospitals 

III.A. inpatient Per Diem Rate 

The InpatientPer Diem Rate isan all-inclusive daily rate paid for any and all inpatient care 
and services providedby a non-State-Owned Psychiatric Hospital toa Medicaid Recipient, 
with the exception of any andall Administrative Days(see Section III .B. The Inpatient 
Per Diem Rate covers room and board, routine nursing services, ancillary services, 
psychological testing, and assessments, overhead, and other servicesas is the customary 
practice among similar providers. 

(1) Data Sources. 

(a) Base Period. The RY 1998 Inpatient Per Diem Ratewas calculated using 
payments and Inpatient Days reportedon Medicaid Psychiatric hospital claims 
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data duringthe period RY 1996 through RY 1998(up to May 98). This is the 
most recent claims data available for calculationof RY 1999 rates.The base 
period was specifiedas Medicaid payments made duringthis same period,RY 
1996 through May 1998. Claims data and Inpatient Days for the Division's 
MH/SAprogram are not included. 

Period amounts are adjusted(b) update Factor. for 
inflationfrom the BasePeriodthroughRateyear1999usingacomposite 
index called the SPAD inflation factor. This adjustment factor is a blend of 
HCFA market basket and the Massachusetts Consumer Price Index (CPI). 
The RY 1999 SPAD inflation factoris 1.90 per cent. 

( e )  Efficiency Under Paymentprevious AccountStandard.the On 
(PAF) payment system, there were no incentives for efficiency since Medicaid 
paid a percentage, of non-State-owned Psychiatric Hospital charges, and these 
charges were deregulated under state law. A 95 percent adjustment factor to the 
basestatewiderateis used as an incentiveforefficiency.Thisisthesame 
efficiency adjustment factor that has been usedby Medicare in setting payment 
foritsmanagedcareenrolleesundertheadjustedaveragepercapitacost 
(AAPCC) payment system. 

(2) 	 Determination of RY 1999 Per Diem Rates. As described below, two RY 1999 
rates are calculated: a statewide rate and a hospital-specific rate. These rates are 
used to transition all non-State-owned Psychiatric Hospitals to the statewide rate 
over a two-year period, beginning in RY 1999.. For both rates, the calculation 
begins with generating an initial rate for the period RY 1996 through RY (up 
to May 1998). All amounts are then annualized to RY 1998 dollars and then 
updated by the Medicaid SPAD inflation factor to generate RY 1999 rates. 

(a) RY 1999 Statewide rate. The Division calculated the RY 1999 statewide per 
diem rate by taking a weighted average on claimsof payments per day reported 
data for all non-State-owned Psychiatric Hospitals participatingthe Medicaid 
program at any time during the period, RY 1996 through RY (up to May 
1998). The weights were basedon the proportionof Inpatient Days each 
hospital provided under the Medicaid program duringthis same period. As an 
incentive for improved efficiency, the95% Efficiency Standardwas applied to 
the initial statewide rate to yield RYthe statewide per diem rate for RY 1998. 
1998 figures were then updatedto RY 1999 by multiplying by 1-90percent 
(SPAD inflation factor for RY 1999). 
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(b) RY 1999 Hospital-specific rate. The Division calculatedthe RY 1999 hospital
specific per diem rateby averaging total payments and total Inpatient Days for 
each non-State-owned Psychiatric Hospital overthe period: RY 1996 through 
RY 1998 (up to May 1998),as reported on the claimsdata for the Medicaid 
Psychiatric Hospital program. RY 1998 byfigureswere updated to RY 1999 
multiplying by 1.90 percent (SPAD inflation factor for RY 1999). 

(e) TransitionStatewideDiem For thoseto Per Rate RY 2000. 
-non-State-ownedPsychiatric Hospitals withoutclaims or with fewer than 30 
claims paid throughthe Massachusetts Medicaid program during RY 1996
5/98, thestatewide rate shallbe immediately andfully applicable, beginning 
in RY 1999. For those non-State-ownedPsychiatric Hospitals with 30 or 
more claims paid through the Massachusetts Medicaid program duringRY 
1996-5/98, a50-50blend of the hospital-specific rate andstatewide rate will 
be applied in RY 1999.It is anticipated that beginning in RY 2000, all non-
State-owned Psychiatric Hospitals willbe paid at the statewide per diem rate, 
as annually updatedby the specified inflation factor. 

III.B. Determination of Rate for Administrative Day Patients 

A Non-State-owned Psychiatric Hospital will be paid for Administrative Days usingan 
Administrative Day Per Diem Rate (AD Rate). The ADRate is an all-inclusive daily rate 
paid for each Administrative Day. TheAD Rate is basedon the Medicaid acute inpatient 
hospital administrative day rate, and is comprised of a base per diem payment and ancillary 
add-on. The base per diem payment is the average Medicaid nursing home ratein State 
Fiscal Year 1995 for acuity categories H L. This base rate is $75.83. The Ancillary add
on ratio 0.2969 was derived from RY 1997 acute hospital ancillary payments, which 
covers psychiatric units in acute Hospitals. The resultingAD rate (base and ancillary) was 
then updated for inflation using the update factors 3.16% for RY1996,2.38% for RY 1997, 
2.14% forRY 1998, and 1.9% for RY 1999. The resulting AD rate for RY 1999 is 
$135.75. 

IV. DeterminationofFederallyMandateddisproportionate Share adjustments 

The Medicaidprogramwillassisthospitals which carrya disproportionate financial 
burden of caring for the uninsured and low income persons of the Commonwealth. In 
accordancewithTitleXIXrulesandrequirements,Medicaidwill make an additional 
paymentadjustment to hospitalswhich qualify for such an adjustment. Eligibility 
requirements for eachtype of disproportionate share adjustment and the methodology for 
calculating these adjustments are describedin Sections V andVI below. 
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(1) 	 Toqualifyforanytype of disproportionate share payment adjustment, ahospital 
must have a Medicaid inpatient utilization rate (calculated by dividing Medicaid 
patient days by total patient days)of not less than1%. 

(2) 	 The total of alldisproportionatesharepaymentsawarded to a particular hospital 
underSection V belowshallnotexceed the costs incurred during the year of 
furnishing hospital services to individuals who either are eligible for Medicaid or 
have "no healthinsuranceorsource of thirdpartycoverage,lesspayments by 
Medicaid and by uninsured patients. 

V. federally Mandated disproportionate Share adjustments 

DataSources. The Divisionshalldetermineforeachfiscalyearafederally 

mandatedMedicaiddisproportionateshare adjustment forall eligible hospitals, 

using the dataandmethodologydescribedbelow. The prioryearDHCFP-403 

report is used to determineMedicaid days, total days, Medicaidinpatientnet 

revenues,totalinpatientnetrevenues,totalinpatientchargesandfreecare 

charge-offs. If said DHCFP-403 report is not available, the Division shall use the 

most recent available prior year DHCFP-403 report to
estimate these variables. 

Determination of Eligibility Under the Medicaid Utilization Method. The Division 
shallcalculateathresholdMedicaidinpatientutilization rate .to beused as a 
standard for determining the eligibility of all Non-acute Hospitals for the federally 
mandateddisproportionateshare adjustment. The Division shall determine such 
threshold as follows: 

First, calculate the statewide weighted average Medicaid inpatient utilization 
rate by dividing the sum of Medicaid days for all Non-acute Hospitals in the 
state by the sum of total inpatientdays for all Non-acuteHospitals in the state. 

Second, calculate the statewideweightedstandard deviation forMedicaid 
inpatient utilizationstatistics. 

Third, add the statewide weighted standard deviation for Medicaid inpatient 
utilization to the statewideweighted average Medicaidinpatientutilization 
rate.The sum of these two numbers is thethresholdMedicaidinpatient 
utilization rate. 
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(a) 	 The Division shall then calculate each hospital’sMedicaid inpatient utilization 
rate by dividing each hospital’s Medicaid inpatient days by its total inpatient 
days. If this hospital-specificMedicaid inpatient utilization rate equals or 
exceeds the threshold Medicaidinpatient utilization rate calculated pursuant to 
Section V (2)(c),thenthehospital is eligible for the federally-mandated 
Medicaid disproportionate share adjustment under the Medicaid utilization 
method. 

(3) determination of Eligibility Under the Low-Income Utilization Rate Method. 

The Division shall then calculate each hospital’s low-income utilization rate. The 
Division shall make such determination as follows: 

First, calculate the Medicaid and subsidy share of net revenues by dividing the 
sum of Medicaidnet revenues andstate and local government subsidies by the 
sum of total net revenues andstate and localgovernment subsidies. 

Second, calculate thefree care percentage of total inpatient charges by 
dividing the inpatient share of audited free care charge-offs by total inpatient 
charges. 

Third, compute the low-income utilization rate by adding the Medicaid and 
subsidy share of net revenues calculated pursuant to Section V (3)(a) to the 
free care percentageof total inpatient charges calculated pursuant to Section V 
(3)(b). If the low-income utilization rate exceeds 25%, the hospital is eligible 
for the federally-mandated Medicaid disproportionate share adjustment under 
the low-incomeutilization rate method. 

The under(4) 	 Determination of Payment.payment the federally mandated 
disproportionateshare adjustment is calculated as follows: 

(a) eachhospital determined eligible for the federally-mandated 
disproportionate share adjustment under the Medicaid utilization method 
established in Section V (2), the Division shall divide the hospital’s Medicaid 
utilization rate calculated pursuant to Section V (2)(d) by the threshold 
Medicaid utilization rate calculated pursuant to Section V (2)(c). Theratio 
resulting from such division is the federally mandated disproportionate share 
ratio. 
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hospital(b) each determined eligible for the federally mandated 
disproportionate shareadjustmentunderthelow-incomeutilizationrate 
method,butnotfoundtobe eligible for the federallymandatedMedicaid 
disproportionate share adjustment under the Medicaid utilization method, the 
Division shall set thehospital's federally mandated disproportionate share 
ratio equal toone. 

(c) 	 The Division shall then determine, for the group of all eligible hospitals, the 
stun of federally mandateddisproportionateshare ratios calculated pursuant to 
Section V (4)(a) and SectionV (4)(b). 

(d) 	 TheDivisionshallthen calculate a minimumpaymentunderthefederally 
mandated disproportionate share adjustment by dividing the amount of funds 
allocated pursuantto Section V ( 5 )  for payments underthe federally mandated 
disproportionate share adjustment by thesum of thefederallymandated 
disproportionateshare ratios calculated pursuantto Section V (4)(c). 

(e) TheDivisionshallthenmultiplytheminimumpaymentunderthefederally 
Medicaid federallymandated disproportionate share adjustment by the 


mandated Medicaid disproportionate share ratio established for each hospital 

pursuant to Section V (4)(a) and (b). Subject to the limits herein, the product 


multiplication is the underof such payment the federally mandated 
disproportionateshare adjustment. 

(5)  	 AllocationofFunds.Thetotalamountof funds allocated forpaymenttoNon
acuteHospitalsunderthefederallymandatedMedicaid disproportionate share 
adjustmentrequirement is onehundred fifty thousand dollars annually. These 
amounts is paid by the Division of Medical Assistance, and distributed among the 
eligible hospitals as determined pursuant toSection V (4)(e). 

VI. extraordinary DisproportionateShare adjustment for psychiatricHospitals. 

The Division shall determine an extraordinary disproportionate share adjustment for all 
eligible Psychiatric Hospitals, using the data and methodology described inSection VI. 

(1) DataSources. 

The Divisionshall use the DHCFP-403 report for the fiscal yeartwo years prior to 
thefiscalyear of thecalculation of the disproportionate share adjustment to 
determine the cost, free care, charge, patient day, and net revenueamounts. If said 
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DHCFP-403report is notavailable,theDivisionshalluse the mostrecent 
available previous DHCFP-403 report toestimate these variables. If the specified 
data source is unavailable,then the Divisionshalldetermineandusethebest 
alternative data source. 

(2) Determination of Eligibility. 

(a) In ordertobe eligible for the extraordinary disproportionate share payment 
-adjustment, a Psychiatric Hospital must: 

1. specialize in providingpsychiatric/psychologicalcare and treatment; 
2. 	 provideforspecial active treatment such as treatment of deafness, 

developmental disabilities, and the elderly; 
3. accept all patients without regard totheir ability to pay; 
4. consist partly or wholly of locked wards; 
5. meet requirements forthe receipt of federal matching funds; 
6. meet the low-income standardas set forth in Section VI (2)(b); and 
7. meet the unreimbursed cost standardas set forth in Section VI (2)(c). 

(b) Low-incomestandard. 

1. 	 For each shall 
calculate the hospital-specific low-income utilization rateas follows: 

a. 	 The Division shall divide each hospital's net Medicaid revenue by its 
total gross patient service revenue. 

b. 	 The Division shall divide each hospital's free care GPSR by its total 
GPSR. 

c. 	 The total of these percentages shall equal the hospital's low-income 
utilization rate. 

2. 	 If the hospital-specific low-income utilization rate exceeds 45%, then the 
Psychiatric Hospitalmeets the low-income standard. 

(c) Unreimbursed cost standard. 

1. 	 ForeachPsychiatricHospital,theDivision shall calculate the hospital
specific unreimbursedcost percentage as follows: 
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a. 	 The Division shall calculate the costs of providing hospital services 
to Medicaid-eligible individuals anduninsured individuals, by 
multiplyingtotalHospital costs by the ratio of Medicaid Total 
Charges plus self pay Total Charges plus free care Total Charges to 
Total Charges. 

Theb. 	 Division shall subtract the total of 
Medicaid payments (excluding anydisproportionateshare payments) 
plus self pay payments,fromthe costs determined in Section VI 
(2)(c)1.a., todeterminethe amount of unreimbursedcosts. 

c. TheDivision shall divide the amount of unreimbursed costs 
determined in Section VI (2)(c)1.b. by the costs determined in 
Section VI (2)(c)1.a. to determine the percentage of unreimbursed 
costs. I 

2. 	 Ifthehospital-specificpercentage of unreimbursed costs exceeds 50%, 
then thePsychiatric Hospital meets the unreimbursed cost standard. 

(3) 	 Determination of Payment. Subject to the limits herein, for each Psychiatric 
Hospitaldetermined eligible for the extraordinary disproportionate share 
adjustment under Section VI (2), the payment amount is equal to the estimated 
rate year unreimbursed cost of providing hospital services to Medicaid-eligible 
individuals and uninsured individuals,calculated as follows: 

cost(a) First, determine the estimated rate yearof providing hospital
Medicaid-eligible individuals andservices to uninsured individuals by 

determining the percentageof Medicaid, self-pay and FreeCare Total Charges 
to Hospital Total Charges. Rate Year cost is determined by multiplying the 
FY 1996 Public Assistance RFR approved by DHCFP pursuantto 1 14.1 CMR 
40.00 by inflation factor of 4.3 1%. 

(b) Then, multiply this cost by theunreimbursed cost percentage
determined pursuant to Section VI(2)(c)1.c. 
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